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INDEPENDENT AUDITORS' REPORT

To the Council Members
K-State Research and Extension, Leavenworth County
Leavenworth, Kansas B

We have audited the accompanying financial statements of K-State Research and Extension,
Leavenworth County (the Extension), as of and for the year ended December 31, 2009, as listed
in the Table of Contents. These financial statements are the responsibility of the Extension's
management. Our responsibility is to express an opinion on these financial statements based on
our audit. The prior year partial comparative information has been derived from the Extension's
financial statements for the year ended December 31, 2008. In our report dated December 30,
2009 on these financial statements, we expressed an adverse opinion as to the presentation on
the basis of generally accepted accounting principles and an unqualified opinion as to the
presentation on the statutory basis of accounting prescribed by the State of Kansas.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the Kansas Municipal Audit Guide. Those standards and guidance require
that we plan and perform the audit t6 obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe our audit
provides a reasonable basis for our opinion. :

As described more fully in Note 1, K-State Research and Extension, Leavenworth County, has
prepared these financial statements in conformity with the accounting practices prescribed by
the State of Kansas to demonstrate compliance with the cash basis and budget laws of the State
of Kansas, which practices differ from accounting principles generally accepted in the United
States of America. The effect on the financial statements of the variances between these
regulatory accounting practices and accounting principles generally accepted in the United
States of BAmerica, although not reasonably determinable, are presumed to be material.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with accounting
principles generally accepted in the United States of America, the financial position of the K-
State Research and Extension, Leavenworth County, as of December 31, 2009, or the changes in
its financial position for the year then ended.

In our opinion, the financial statements referred to above present féirly, in all material
respects, the cash and unencumbered cash balances of K-State Research and Extension,

Leavenworth County, as of December 31, 2009, and its cash receipts and expenditures, and
budgetary comparisons for the year then ended, on the basis of accounting described in Note 1.

This report is intended solely for the information of the Council Members and committees
thereto, management, others within the entity, the Kansas Division of Accounts and Reports, the
Kansas State University Agricultural Experiment Station and Cooperative Extension Service, and
Leavenworth County, Kansas and is not intended and should not be used by anyone other than

these specified parties.

e ¥ Ascocipres CALs LLC

Kramer & Associlates CPAs, 1LC
Leavenworth, Kansas
November 5, 2010
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K-STATE RESEARCH AND EXTENSION, LEAVENWORTH COUNTY
STATEMENT OF CASH RECEIPTS AND EXPENDITURES - ACTUAL AND BUDGET
GENERAL FUND*

YEAR ENDED December 31, 2009

Current year

STATEMENT 3

The accompanying notes are an integral
part of the financial statements.

Variance -
Prior year Actual Budget over (under)
actual
Cash receipts:
Appropriations - County $ 350,296 332,781 $ 332,781 $ -
Kansas State University
Salaries paid directly to agents 45,223 48,778 49,168 (390)
BEducational service fees 46,869 64,423 50,789 13,634
Interest and other income . 18,645 11,922 3,054 8,868
Total cash receipts 461,033 457,904 $ 435,792 $ 22,112
Expenditures subject to budget:
Salaries
Paid by Council 167,242 191,794 $ 106,972 $ 84,822
Paid by Kansas State University 45,223 48,778 136,773 (87,995)
Payroll taxes and benefits 51,331 61,347 59,280 2,067
Printing, audit, and bond liability 5,676 1,120 2,478 (1,358)
Telephone 6,107 6,493 6,000 493
Rent, heat, and lights 22,027 22,037 22,000 37
Supplies, stationary, and postage 10,317 11,455 10,500 955
Equipment - auto 27,226 12,746 19,000 (6,254)
Miscellaneous 11,361 6,925 — 6,925
Travel 14,594 7,467 22,000 (14,533)
Subsistence 4,109 1,929 - 1,929
Educational services 44,935 84,306 50,789 33,517
Total expenditures subject to budget 410,148 456,397 $ 435,792 $ 20,605
Receipts over (under) expenditures 50,885 1,507
Unencumbered cash, beginning of year 112,968 163,853
Unencumbered cash, end of. year $ 163,853 165,360
* This fund is not statutorily required to be budgeted. See Note 2a.
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K~-STATE RESEARCH AND EXTENSION, LEAVENWORTH COUNTY
NOTES TO THE FINANCIAL STATEMENTS
Year ended December 31, 2009

1. Summary of significant accounting policies

a.

Reporting entity

K-State Research and Extension, Leavenworth County (the Extension), in
cooperation with Kansas State University, provides technical assistance,
information and education that improves family, farm and community life.

The Extension is governed by a nine-member Executive Board elected by the 24
publicly elected members of the Leavenworth County Extension Council. The
Extension is a separate legal entity from Leavenworth County. The Extension
has no component units.

Basis of accounting

1. Statutory basis of accounting

The statutory basis of accounting, as used in the preparation of these
statutory basis financial statements, is designed to demonstrate
compliance with the cash basis and budget laws of the State of Kansas.
Cash receipts are recognized when the cash balance of a fund is
increased. Expenditures include disbursements, accounts payable, and
encumbrances, with disbursements being adjusted for prior year's
accounts payable and encumbrances. Encumbrances are commitments related
to unperformed (executory) contracts for goods and services, and are
usually evidenced by a purchase order or written contract. For an
interfund transaction, a cash receipt is recorded in the fund receiving
cash from another fund, and an expenditure would be charged in the fund
from which the transfer is made.

The Extension has approved a resolution that is in compliance with
K.S.A. 75-1120a(c), waiving the requirement for application of generally
accepted accounting principles and allowing the Extension to use the
statutory basis of accounting.

2. Departure from accounting principles generally accepted in the United
States of America

The basis of accounting described above results in a financial statement
presentation, which shows cash receipts, expenditures, cash and
unencumbered .cash balances, and expenditures compared to budget.

Balance sheets that would have shown noncash assets such as receivables,
inventories, and prepaid expenses, liabilities such as deferred revenue,
matured principal and interest payable, and reservations of the fund
balance are not presented.

Under accounting principles generally accepted in the United States of
America, encumbrances are only recognized as a reservation of fund
balance; encumbrances outstanding at year end do not constitute
expenditures or liabilities. Consequently, the expenditures as reported
do not present the cost of goods and services received during the fiscal
year in accordance with generally accepted accounting principles.

Capital assets that account for the land, buildings, and equipment owned
by the Extension are not presented in the financial statements. Also,
long-term debt such as general obligation bonds, revenue bonds, capital
leases, temporary notes, and compensated absences are not presented in
the financial statements.

/
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1. Summary of significant accounting policies (continued)

cC.

Cash and investments

Cash consists of checking accounts, savings accounts, and certificates of
deposit. ‘

Cash balances in all funds are considered in determining the amount to be
invested and further, unless specifically designated, all investment income
is credited to the general fund.

Inventories and prepaid expenses

Inventories and prepaid expeﬂses which benefit future periods are recorded
as an expenditure during the year of purchase, as required by state
statutes. -

Fund descriptions

In governmental accounting, a fund is defined as an independent fiscal and
accounting entity with a self-balancing set of accounts recording cash and
other financial resources, together with all related liabilities and
residual equities or balances, and changes therein, which are segregated for
the purpose of carrying on specific activities or attaining certain
objectives in accordance with special regulations, restrictions or
limitations.

The following type of fund comprises the financial activities of the
Extension for the year ended December 31, 2009:

1. Governmental funds

a. General fund - to account for all unrestricted resources except
those required to be accounted for in another fund.

Ad Valorem tax revenue

The determination of assessed valuation and the collection of property taxes
for all political subdivisions in the State of Kansas are the responsibility
of the various Counties. The County Appraiser annually determines assessed
valuation and the County Clerk spreads the annual assessment on the tax
rolls. In accordance with Kansas statutes, property taxes levied during the
current year are a revenue source to be used to finance the budget of the
ensuing year. One-half of the property taxes are due December 20th, prior
to the fiscal year for which they are budgeted, and the second half is due
May 10th. The Extension draws available funds from the County Treasurer at
designated times throughout the year.

Prior year partial comparative information

The financial statements include prior year partial comparative information.
Such information does not include all of the information required for a
presentation in conformity with the Kansas prescribed basis of accounting.
Accordingly, such information should be read in conjunction with the _
Extension's financial statements for the year ended December 31, 2009, from
which such partial information was derived.
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2.

Stewardship, compliande, and accountability

a.

Budgetary information

The budget for the Extension is submitted to and becomes part of the budget
for Leavenworth County, Kansas. All statutory requirements for publication,
public hearings and adoption of the final budget are accomplished for the
Extension as part of the budget process of the County. The Extension
interlocal is exempt from the budget law (K.S.A. 79-2935).

The statutes allow for the governing body to increase the originally adopted
budget for previously unbudgeted increases in revenue other than ad valorem
property taxes. To do this, a notice of public hearing to amend the budget
must be published in the local newspaper. At least 10 days after
publication, the hearing may be held and the governing body may amend the
budget at that time. There were no such budget amendments for the year
under audit. :

The statutes permit management to transfer budgeted amounts between line
items within an individual fund. However, such statutes prohibit
expenditures in excess of the total amount of the adopted budget of
expenditures of individual funds. Budget comparison statements are
presented for each fund showing actual receipts and expenditures compared to
legally budgeted receipts and expenditures.

All legal annual operating budgets are prepared using the statutory basis of
accounting, in which, revenues are recognized when cash 1s received and
expenditures include disbursements, accounts payable, and encumbrances, with
disbursements being adjusted for prior year's accounts payable and
encumbrances. Encumbrances are commitments by the Extension for future
payments and are supported by a document evidencing the commitment, such as
a purchase order or contract. All unused budgeted expenditure authority
lapses at year-end.

Annual budgets are adopted by the Executive Board and are approved by the
Leavenworth County Commission. Original appropriations are modified as
necessary and all significant changes are approved by the Executive Board.

Compliance with Kansas Statutes

Management is not aware of any statutory violations for the period covered
by the audit.

]

-

D R SR B S

—

)

—
—1




Deposits and investments

As of December 31, 2009, the Extension had no investments.

K.S.A. 9-1401 establishes the depositories which may be used by the Extension.
The statute requires banks eligible to hold the Extension's funds have a main
or branch bank in the county in which the Extension is located, or in an
adjoining county if such institution has been designated as an official
depository, and the banks provide an acceptable rate of return on funds. In
addition, K.S.A. 9-1402 requires the bank to pledge securities for deposits in
excess of FDIC coverage. The Extension has no other policies that would
further limit interest rate risk.

K.S.A. 12-1675 limits the Extension's investment of i1dle funds to time
deposits, open accounts, and certificates of deposit with allowable financial
institutions; U.S. government securities; temporary notes; no-fund warrants;
repurchase agreements; and the Kansas Municipal Investment Pool. The Extension
has no investment policy that would further limit its investment choices.

Concentration of credit risk. State statutes place no limit on the amount the
Extension may invest in any one issuer as long as the investments are
adequately secured under K.S.A. 9-1402 and 9-1405.

Custodial credit risk - deposits. Custodial credit risk is the risk that in
the event of a bank failure, the Extension's deposits may not be returned to
it. State statutes require the Extension's deposits in financial institutions
to be entirely covered by federal depository insurance or by collateral held
under a joint custody receipt issued by a bank within the State of Kansas, the
Federal Reserve Bank of Kansas City, or the Federal Home Loan Bank of Topeka.
Deposits at December 31, 2009 were properly secured.

At December 31, 2009, the Extension's carrying amount of deposits was $165,360
and the bank balance was $189,901. The bank balance was held by one bank
resulting in a concentration of credit risk. The total bank balance was
covered by federal depository insurance.

Custodial credit risk - investments. For an investment, this is the risk that,
in the event of the failure of the issuer or counterparty, the Extension will
not be able to recover the value of its investments or collateral securities
that are in the possession of an outside party. State statutes require
investments to be adequately secured.

Educational and reimburseable receipts and expenditures

Cash receipts and expenditures in this category represent fees collected for
specific services which require special equipment or personnel such as soil
testing services and other educational services. None of these amounts
collected represent tax monies.
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5.

Defined benefit plan

a. Plan description

The Extension contributes to the Kansas Public Employees Retirement System
(KPERS), a cost-sharing multiple-employer defined benefit pension plan as
provided by K.S.A. 74-4901, et seq. KPERS provides retirement benefits,
life insurance, disability income benefits, and death benefits. Kansas law
establishes and amends benefit provisions. KPERS issues a publicly
available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing to KPERS
(611 S. Kansas, Suite 100, Topeka, KS 66603) or by calling 1-888-275-5737.

b. Funding policy

K.S.A. 74-4919 establishes the KPERS member-employee contribution rate at 4%
of covered salary. The employer collects and remits member-employee
contributions according to the provisions of section 414 (h) of the Internal
Revenue Code. State law provides that the employer contribution rate be
determined annually based on the results of an annual actuarial valuation.
KPERS is funded on an actuarial reserve bases. State law sets a limitation
on annual increases in the contribution rates for KPERS employers. The
employer rate established for calendar year 2009 is 6.54%.

The Extension's employer contributions to KPERS for the years ending
December 31, 2009, 2008, and 2007, were $4,980, $4,762, and $3,486,
respectively, equal to the required contributions for each year.

Other post employement benefits

Under the Consolidated Omnibus Budget Reconciliation Act (COBRA), the Extension
makes health care benefits available to eligible former employees and eligible
dependents. Certain requirements are outlined by the federal government for
this coverage. The premium is paid in full by the insured. There is no cost
to the Extension under this program.

Compensated absences

All regular employees are eligible for annual leave benefits in varying annual
amounts depending upon years of service. Employees are allowed to accumulate
and carry forward a maximum amount of annual leave ranging from 144 to 240
hours depending on their years of service. Eligible part time employees
receive pro-rated annual leave. Annual leave is payable upon termination of
employment, not to exceed the maximum accumulation.

Sick leave is accumulated to full time employees at the rate of 8 hours per
month. Eligible part time employees working more than 1,040 hours per year
accumulate sick leave on a pro-rated basis. Twenty percent of accumulated sick
leave is payable upon termination of employment. Retiring employees who have
completed at least eight years of service and have accumulated 800 hours or
more of sick leave will be compensated for a portion of that accumulation,
depending on their years of service.

The Extension's policy is to recognize the costs of compensated absences when
actually paid to employees.
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Risk management

The K-State Research and Extension, Leavenworth County is exposed to various
risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; and natural disasters for which the Extension carries
commercial insurance. Settlements of claims did not exceed coverage in the
year ended 2009.

Operating leases

The Extension, as lessee, has various noncancelable leases for certain office
equipment, all of which are classified as operating leases. Rent expense under
these noncancelable leases was $6,147 for the year ended December 31, 20009.

a. Future minimum rental payments required under the non-cancelable operating
leases as of December 31, 2009 are as follows:

2010 S 3,868
Total S 3,868

10
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To the Executive Board and Management of
K-State Research and Extension, Leavenworth County

In planning and performing our audit of the financial statements of K-State Research and Extension, Leavenworth
County (the Extension) as of and for the year ended December 31, 2009, in accordance with auditing standards
generally accepted in the United States of America, we considered the Extension’s internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Extension’s internal control. Accordingly, we do not express an opinion on the effectiveness of the Extension’s
internal control.

Our consideration of internal control was for the limited purpose described.in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses and, therefore, there can be no assurance that all such deficiencies. have been identified. In addition,
because of inherent limitations in internal control, including the possibility of management override of controls,
misstatements due to error or fraud may occur and not be detected by such controls. However, as discussed
below, we identified certain deficiencies in internal control that we consider to be significant deficiencies.

" A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. We did not identify any deficiencies in internal
control that we consider to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than
a material weakness, yet important enough to merit attention by those charged with governance. We consider the
following deficiencies in the Extension’s internal control to be significant deficiencies:

Segregation of Duties: Although the small number of the Extension’s office staff limits the extent of segregation
of duties, we believe certain steps could be taken to separate incompatible duties. The basic premise is that no
one employee should have access to both physical assets and the related accounting records or to all phases of
a transaction. One of the most critical areas of separation is cash, where we noted that the bookkeeper handles
all aspects of incoming and outgoing cash and then receives and reconciles the monthly bank statement. The
result is the danger that intentional or unintentional errors could be made and not detected. We recommend that
someone other than the bookkeeper receive and review the bank statements and canceled checks before turning
them over to the bookkeeper to prepare the bank reconciliation, indicating their review by initialing the
reconciliations after they are prepared, and paying particular attention to:

» Reconciling items. The reviewer should review outstanding items for anything unusual, paying special
attention to old reconciling items.

e Paid items. The reviewer should examine all check fronts and backs, if possible.

This communication is intended solely for the information and use of management, the Executive Board, and
others within the organization, and is not intended to be and should not be used by anyone other than these
specified parties. ‘

foae ¥ Assocnres Ot LLC

Kramer & Associates CPAs, LLC
Leavenworth, Kansas
November 5, 2010
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